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16 May 2007

Re: ARB in-Use Off-Road Diesel Vehicle Regulation

VYolvo Position

Background:
The California Air Resource Board (ARB) is poised to enact the “In-Use Off-Road Diesel Vehicle

Regulation™ aimed at helping to achieve overall Califomia air quality standards. In this
legislation, existing off-road equipment is the identified target. Due to the long life of construction
equipment, the ARB has determined that waiting for the natural life cycle of these machines to
conclude is too long to wait to obtain the air quality impact needed. The reguiation addresses
this issue by forcing the repower, replacement or retrofit of machines with technological
solutions that improve emissions. The cost of this reguiation wifl be fullty burdened by the
equipment owner.

Assumptions:
1. ARB is under the assumption that by providing ARB, "Verified Diesel Emissions Control
Strategy (VDECS)" or retrofit equipment, that the solution for equipment owners is complete.
2. Thereis also an indication that the ARB is under the assumption that equipment
manufachirers are ready to approve the installation and use of these devices or have
solutions of their own waiting to be deployed.
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solution to the retrofit challenge. This is for a number of reasons:

* Instaliation left to the will-fit industry often violates machine and VDECS criteria. Instailation
pmblanshweakeadybemﬂenﬁﬁedhﬂnﬁeﬂmsm&nghfaﬂedmcs,immwaﬁonof
Roll Over Protective Structure (ROPS) certifications due to mounting and excessive engine
exhaust backpressures.

* Excessive failure rates were documented with earty installations in Switzeriand. This will
happenunder&nARBmﬁngabo.Faﬂmesaaseemissbnsgahs.knpaapmducﬁonand
profitability, resuiting in additional costs to the equipment owner.

. Whenwsbmasbegind&ﬁngwi&x&mewm&mplb:s@ECSsuppﬁer,machine
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responsibifity for resulting failures can become a highly debated issue. As it is or is not
sorted out, the customer is left to pay.

. TechnicalIabperformanceanddurabiﬁtyiasﬁngofﬂwVDECSbyARBinitselfisnot
adequatetesﬁngtoappmveitsu&onactualopemﬁngequipmt.

To address these issues, an OEM verified package is understandably the desired solution by
our customers.

From this customer market demand, Volvo CE is investigating the feasibility to supply a retrofit
solution. This task is great, however, as each VDECS instaliation must be verified fo meet all
machine criteria including reliability and safety. The manpower, investment and time required to
address the number of different legacy modeis is daunting.
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As in any large business, product plans are set years in advance. This includes Tier 4a and 4b
development requiring significant capital expenditures, resources and time. As the path is set, it is
not feasible to reconfigure the product plans to meet the ARB implementation date.

Quality, safety and environmental care are Volvo's core vaiues and we will futfil these to the greatest
extent possible. Improving air quality is of great importance to Volvo. However, implementation of a
VDECS device without proper installation and operating verification threatens what Volvo inherentty
designs into all its equipment. Voivo CE is working diligently to address all the issues facing its
customers today and in the future but regrets that it is not abie to commit to the legislation currently
proposed by ARB.
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Case New Holland (CNH) statement regarding California Air Resources Board
Proposed Regulation for In-use Off-road Diesel Vehicles
Title 13, CCR, New Section 2449 —

May 2007

Case New Holtand (CNH), a major manufacturer of agricultural and construction equipment, markets
its products in the State of California through a network of independent dealers contracted to
represent one or more brands of CNH products. These include the construction equipment brands of
Case, New Holland Construction and Kobelco, and the agricultural equipment brands of CaselH and
New Holland. Products soid in the State of Califomnia under the Case, New Holland Construction and
Kobeico brands will be affected by the proposed regulations.

CNH supports the efforts of the California Air Resources Board and other reguiatory agencies to
reduce emissions. We believe our dealers and customers also support technically feasible,
economically reasonable methods of advancing improvements in the environment, including air
quaility. However, we do recognize significant issues exist regarding the proposed regulations and the
practicality of the proposed timetable for their implementation.

Fleet Owner Issues

This document was generated primarily in regsponse to input and concerns of our dealers and
customers regarding the proposed ARB In-use Off-road Diesel Vehicle regulations. Fleet owners of
CNH manufactured equipment have expressed concermns about their ability to meet the fleet average
requirements imposed by the regulations. Specific to the role of manufacturers or other solution
providers, fleet owners have voiced concerns about avaitability of sufficient quantities of new
equipment, repower engines and certified after-treatment, as well as dealer installation resources for
retrofit solutions, to meet the emissions targets and timetables of the proposed regulations.

CNH Response

In order to address the issue of availability of solutions fieet owners will require to meet the proposed
regulations, it is necessary to consider this issue within its proper context.

First, forecasting the demand for the various types of solutions that will enable fleet owners to meet
the requirements of the proposed regulations requires economic modeling that considers at least the
following: giobal, national, and state economic forecasts and business cyclicality projections, a like
set of data for specific businesses in which fleet owners are engaged, the impact of other regulatory
actions either within California or elsewhere, and customer intentions regarding the proportion and
quantities of each solution type that will be used to meet the regulations (replace, repower, install
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after-treatment, etc.). This assumes adequate technical solutions wiil have been developed well in
advance of forecasted demand, to allow reasonable lead times for production and installation of the
solutions, and absence of issues related to suppliers upon whom CNH will depend for development
and/or production of emission solutions.

Second, the resaurces required to develop, cbtain certification of, and launch the required emissions
solutions (e.g. technical knowledge, deveiopment and innovative skilis, experience, testing facilities,
etc.), are finite and in high demand throughout the off-road equipment industry. Ongoing dedication of
research and development resources toward meeting the federally mandated Tier 3 and Tier 4 non-
road engine emissions standards by necessity have consumed our limited resources and will continue
to do so through the implementation of Tier 48. Unfortunately, the specialized physical resources and
personnel required to develop solutions that will enable fieet owners to meet the proposed regulations
cannot be instantaneously multiplied simply by increasing the monetary investment appilied to the
issue.

Third, the fact that the currently proposed regulations are based on macro requirements at the fleet
average leve! means manufacturers will be expected to simuitaneousfy supply solutions across a
broad range of product types, models and horsepower classes. Emissions reduction requirements
tied to introduction of new products enable CNH and other manufacturers to effectively apply the
limited resources required to develop and produce lower emission engines over a timeline of a series
of new product introductions. ThisisnotthesﬁuaﬁonproposedbyﬂieCARBmgulaﬁons, since fleet
owners will individually determine not only which products, models and specific units they will address
in order to attain required fleet averages, but also the type of solution they will apply to each unit or
groups of units, and the sequence in which they will do so. Federally mandated standards have
generally provided four years product development lead time and implementation spread over three or
more years. [f the ARB approves this proposal in May 2007, lead time will be thirty-three months and
the implementation effective 01 March 2010. This incremental set of variables further complicates the
situation and increases the difficulty of responding adequately to the needs our customers will face if

the proposed regulations are implemented.

CNH is dedicated to meeting customer needs, including those created through regulation or
legisiation. As a manufacturer, we fully intend to make every effort to develop the solutions fleet
owners of our brand of equipment may need to meet requirements imposed on them by the State of
California. However, the combined effect of the nature of the proposed regulations, uncertainty
regarding the final form of the regulation, and the extreme difficufty of forecasting individual customer
needs for the many CNH legacy products mean that despite the desire and commitment of CNH to
fully support the owners of our brands of equipment, we cannot commit to the future availability of the
retrofit products required to meet the proposed reguiations.
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